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GENERAL BUSINESS CONDITIONS 
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reflects a variety of influences, most of them unfavorable 
to speculative enthusiasm. In the case of railroad 
stocks, which are now lower than at any time since the 
beginning of the year, the trend is plainly due to the 
present embarrassments and problematical future of 
railroad finances. Industrial stocks have barely held 
their own, the rally which carried them to the highest 



The Index 

THE latest movements of the curves of our Index 
Chart still indicate that the spring revival in busi- 
ness will be only moderate. High money rates and 
dullness in security markets continue to be the dominant 
characteristics of the situation. Business in general is 
at a lower level than at any time since 191 5; this is a 
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INDEX CHART. The items locating curves A, B, and C all refer to compku calendar months and the points are plotted in the middle of the spaces allotted to the months. 
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condition, however, which is to be expected at this 
phase of the business cycle and of itself gives no clue 
to further business developments. 

Curve A, representing speculation, again declined 
slightly, though less than in January. This change is 
almost wholly due to a fall in the number of shares 
traded on the New York Stock Exchange, and this in 
turn is partly a result of the smaller number of business 
days in February. 1 Curve C, commercial paper rates, 
moved upward, as it did last month. In this case, the 
change is caused by correction for pre-war seasonal va- 
riation, actual rates being a trifle lower than in January. 

Speculation 

The volume of sales on the New York Stock Exchange 
last month was approximately 10,160,000 shares, a 
decrease of 37 per cent from the January total. In pre- 
war years the February sales averaged 28 per cent below 
the January figures. New York bank clearings de- 
creased from 18,570 millions in January to 14,670 
millions in February, or 21 per cent, about the normal 
seasonal change. 

The movement of security prices during February 



point of the year in the middle of the month having 
been of short duration. There is nothing surprising in 
these developments. The prospect of tariff changes, 
the effects of which are much more difficult to esti- 
mate than ever before, the belief that certain industries 
have been over-expanded and may have lean years 
ahead, the fear that the heavy liquidation of recent 
months has left more scars than have yet been revealed, 
the uncertainty as to the buying power of important 
customers, foreign and domestic — all these make for 
indecision. High money rates and the conditions they 
imply, however, are probably the most important fac- 
tors restricting speculative activity. 

Offerings of new securities have fallen off considerably 
during the second half of February. It is generally 
believed, however, that future issues are contemplated, 
and that this lull is due to a feeling that the market 
would be unfavorably affected by additional demands 
on it. The continuation of high money rates and the 
slight softening of bond prices do not encourage bond 
dealers to underwrite new issues at lower yields. There 

1 Shares traded do no not show a regular monthly variation and hence 
are not corrected for seasonal variation. 
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is prospect of easier money, but the situation does not 
indicate that there will be much lower rates in the 
immediate future. 

Banking 

As liquidation in commodity markets has proceeded, 
the slack has been promptly taken up — in part by the 
federal reserve banks, which are steadily and judi- 
ciously increasing their strength, and in part by the 
issues of new securities, which until recently have been 
of almost daily occurrence. The movement of funds 
into the federal reserve banks and their absorption by 
new security issues have tended and will tend to slow 
up, though perhaps not entirely to check, the decline of 
interest rates. This situation is in some respects unique 
in our financial experience. In previous periods of 
depression there have been considerable issues of new 
securities, especially bonds, but not until pronounced 
ease in the money market made such operations unusu- 
ally attractive. Today, however, as a result of the war, 
there is a large and often insistent demand for funds, 
which, far from needing the stimulus of low rates, is but 
little deterred by the high cost of money. 

The condition of the combined federal reserve banks 
on February 25 did not show the improvement that 
has characterized every previous statement during the 
present year. The ratio of reserves to liabilities fell 
from 50.3 per cent on February 18 to 49.9 per cent a 
week later, while bills on hand increased from 2531 
millions to 2566 millions. The increase in bill holdings 
appears in each of the classes of paper, with the excep- 
tion of bills secured by Liberty bonds. Too much im- 
portance should not be attached to minor changes of 
this kind from week to week. Such fluctuations are 
to be expected and do not necessarily indicate a rever- 
sal of tendency. 

The Prices of Industrial Stocks 

Monthly average prices of 8 iron and steel common 
stocks and of 12 miscellaneous industrial common stocks 
other than iron and steel, and also average prices of the 
preferred stocks of these two groups, have been com- 
puted for the period 1002-2 1. 1 The results will be pub- 
lished later in the Review. Certain of the results 
which bear on the present situation, however, will be 
summarized here. 

The last high point of the average price of 8 iron and 
steel stocks was reached in October 1919. In that month 
these stocks were quoted at 233.5, relative to the aver- 
age for the five years 1909-13 as 100. During the 14 
months from October 1919 to December 1920 the index 



1 The iron and steel stocks are: 
American Car and Foundry 
American Locomotive 
Pressed Steel Car 
Railway Steel Spring 



Republic Iron and Steel 
Sloss Sheffield Steel and Iron 
U.S. Cast Iron Pipe and Foundry 
United States Steel 



The industrial stocks other than iron and steel are: 



American Agricultural Chemical 
American Cotton Oil 
American Hide and Leather 
American Linseed 
American Sugar Refining 
American Woolen 



Central Leather 

Com Products Refining 

National Biscuit 

National Lead 

United States Rubber 

Virginia-Carolina Chemical 



number fell to 155.2, or 34 per cent. Since last Decem- 
ber the index for iron and steel stocks has recovered to 
166.6 in January and 168.5 in February. Prices of in- 
dustrial stocks other than iron and steel (called "other 
industrials") reached the high point of 266.5 (compared 
with the average for 1909-13 as 100) in July 1919 and 
again in October 1919 and then declined to 13 1.8 in 
December 1920. In January and February 1921 the 
averages were 143.5 an d 141.0, respectively. The re- 
cent decline of "other industrials" lasted 15 months 
and amounted to 51 per cent. The bear market of 1919- 
20, therefore, lasted about 14 months and resulted in a 
decline of about one-third to one-half in stock prices. 
How does the recent market compare in length and 
extent of declines with similar markets of the pre-war 
period 1902-13? 

The following table presents a comparison of the pre- 
war and recent declines in the prices of iron and steel 
and other industrial common stocks: 

Eight Iron and Steel Common Stocks 



Marked decline 
began after 


Monthly 
index* 


Decline con- 
tinued until 


Monthly 
index • 


Length 
of decline 


Percent- 
age 
decline 


Feb. 1903 


87.O 


Nov. 1903 


35-o 


9 mos. 


60 


Dec. 1906 


137-5 


Nov. 1907 


60.8 


11 mos. 


56 


Nov. 1909 


153-4 


July 1910 


91. 1 


8 mos. 


41 


Oct. 191 2 


1 10.8 


June 1913 


66.5 


8 mos. 


40 


Oct. 1919 


2 33-5 


Dec. 1920 


155-2 


14 mos. 


34 



Twelve Other Industrial Common Stocks 



Feb. 1903 


90.4 


Nov. 1903 


45-4 


9 mos. 


50 


Feb. 1907 


95-2 


Nov. 1907 


47-7 


9 mos. 


50 


Sept. 1909 


126.8 


July 1910 


92-5 


10 mos. 


27 


Oct. 1912 


"3-5 


June 1913 


75-3 


8 mos. 


34 


Oct. 1919 


266.5 


Dec. 1920 


131.8 


14 mos. 


5i 



* For the month named in the preceding column; the indices are percent- 
ages of the average prices for 1909-13 which were $38.62 for iron and steel 
stocks and $34.38 for other industrials. 

The table shows that the declines in iron and steel 
stocks, during pre-war periods of persistent liquidation, 
amounted to 40-60 per cent and lasted 8-1 1 months 
compared with the recent decline of 34 per cent during 
14 months; while the pre-war declines of other indus- 
trial stocks amounted to 27-50 per cent and lasted 8-10 
months compared with the recent decline of 5 1 per cent 
during 15 months. 

As we have said, indices of the prices of preferred 
stocks have also been computed. The preferred stocks 
included are for the same companies represented in 
the indices of common stock prices. In July 1919 
the preferred stock indices of both groups ("iron and 
steel" and "other industrials") reached maxima of 
105.8 and 1 31.0, respectively. From July 191 9 to 
December 1920 the indices declined steadily to minima 
of 89.2 and 101.0, respectively. The declines in the 
prices of preferred stocks in 1919-20, therefore, were 16 
and 24 per cent, respectively, compared with 34 and 51 
per cent for the common stocks of the two groups. 
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